


86TH CoNGRESS HOUSE OF REPRESENTATIVES REpPorT 
1st Session No. 1158 





AUTHORIZING THE PRINTING OF “UNITED STATES 
DEFENSE POLICIES IN 1958” AS A HOUSE DOCUMENT 


SzpremBer 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 
[To accompany H. Res. 341] 
The Committee on House Administration, to whom was referred 


House Resolution 341, having considered the same, report favorably 
thereon without amendment and recommend that the resolution do 


pass. 
The total estimated cost is $2,010.19. 
O 











86TH CONGRESS HOUSE OF REPRESENTATIVES REportT 
1st Session No. 1159 





TO PRINT AS A HOUSE DOCUMENT THE HANDBOOK 
ENTITLED “THE UNITED STATES COURTS” 


SepremBer 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 
[To accompany H. Res. 352] 
The Committee on House Administration, to whom was referred 
House Resolution 352, having considered the same, report favorably 


thereon without amendment and recommend that the resolution do 
pass. 
The total estimated cost is $241. 
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86TH CoNGRESS 


HOUSE OF REPRESENTATIVES Report 
lst Session 


No. 1160 





PROVIDING FOR THE PRINTING OF ADDITIONAL COPIES 
OF THE HEARINGS ON SPACE PROPULSION 


SerremBer 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 
(To accompany H. Res. 353] 


The Committee on House Administration, to whom was referred 
House Resolution 353, having considered the same, report favorably 
thereon without amendment and recommend that the resolution do 


ass. 
The total estimated cost is $1,178.03. 
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86TH CoNGRESS } HOUSE OF REPRESENTATIVES REPorT 
1st Session No. 1161 





PROVIDING FOR THE PRINTING OF ADDITIONAL COPIES 
OF THE HEARINGS ON MISSILE DEVELOPMENT AND 
SPACE SCIENCES 


SepreMBER 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 


{To accompany H. Res. 354] 


The Committee on House Administration, to whom was referred 
House Resolution 354, having considered the same, report favorably 
thereon without amendment and recommend that the resolution 
do pass. 

The total estimated cost is $1,877.62. 
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86TH CONGRESS HOUSE OF REPRESENTATIVES f' Report 
1st Session No. 1162 





PRINTING THE DOCUMENT ENTITLED “FOREIGN TRADE 
INTERESTS IN THE STATE OF OREGON” AS A HOUSE 
DOCUMENT 


SEPTEMBER 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 
[To accompany H. Res. 370] 


The Committee on House Administration, to whom was referred 
House Resolution 370, having considered the same, report favorably 
thereon without amendment and recommend that the resolution do 
pass. 

The total estimated cost is $2,138.81. 
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86TH CONGRESS } HOUSE OF REPRESENTATIVES ~ REportT 
1st Session No. 1163 





PRINTING AN ACCOUNT OF THE EXERCISES CONDUCTED 
IN STATUARY HALL COMMEMORATING AND HONOR- 
ING THE MEMORY OF FATHER JUNIPERO SERRA, O.F.M. 


SEPTEMBER 7, 1959.—rdered to be printed 





Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 


[To accompany H. Res. 378] 


The Committee on House Administration, to whom was referred 
House Resolution 378, having considered the same, report favorably 
thereon with an amendment and recommend that the resolution as 
amended do pass. 

The amendment is as follows: 

Line 6, strike out the period and insert the following— 


; and that five thousand additional copies shall be printed 
for distribution by the chairman of the Committee To Com- 
memorate and Honor the Memory of Father Junipero Serra, 
O.F.M 

O 
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86TH CONGRESS HOUSE OF REPRESENTATIVES \ REPoRT 
1st Session No. 1164 








PROVIDING FOR PRINTING ADDITIONAL COPIES OF THE COM- 
PENDIUM OF PAPERS ENTITLED “COMPENDIUM OF PAPERS 
SUBMITTED ON REVISION OF THE FEDERAL INCOME TAX LAWS” 


SerTeMBER 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 


[To accompany H. Con. Res. 404] 


The Committee on House Administration, to whom was referred 
House Concurrent Resolution 404, having considered the same, 
report favorably thereon, without amendment, and recommend that 
the concurrent resolution do pass. 
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PROVIDING FOR PRINTING ADDITIONAL COPIES OF THE 
HEARINGS ENTITLED “HOSPITAL, NURSING HOME, 
AND SURGICAL BENEFITS FOR OASI BENEFICIARIES” 


SEPTEMBER 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, sub- 
mitted the following 


REPORT 


[To accompany H. Con. Res. 405] 


The Committee on House Administration, to whom was referred 
House Concurrent Resolution 405, having considered the same, report 
favorably thereon without amendment and recommend that the con- 
current resolution do pass. 
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86TH CONGRESS ; HOUSE OF REPRESENTATIVES {| REportT 
1st Session No. 1166 





PRINTING ADDITIONAL COPIES OF HEARINGS ON 
“FALLOUT FROM NUCLEAR WEAPONS TESTING” 


SepremBer 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 


[To accompany 8. Con. Res. 53] 


The Committee on House Administration, to whom was referred 
Senate Concurrent Resolution 53, having considered the same, report 
favorably thereon without amendment and recommend that the 
concurrent resolution do pass. 

The total estimated cost is $28,000. 
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86TH CONGRESS } HOUSE OF REPRESENTATIVES {| REportT 
1st Session No. 1167 





PRINTING ADDITIONAL COPIES OF HEARINGS ON “BIO- 
LOGICAL AND ENVIRONMENTAL EFFECTS OF NU- 
CLEAR WAR” 


SEPTEMBER 7, 1959.—Ordered to be printed 


Mr. Hays, from the Committee on House Administration, submitted 
the following 


REPORT 


[To accompany S. Con. Res. 72] 


The Committee on House Administration, to whom was referred 
Senate Concurrent Resolution 72, having considered the same, report 
favorably thereon without amendment and recommend that the 
concurrent resolution do pass. 

The total estimated cost is $7,487.20. 
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86TH CoNncRESS HOUSE OF REPRESENTATIVES REPORT 
lst Session No. 1168 


- ames — - oo 


PROVIDING FOR THE CONVEYANCE TO ORANGE COUNTY, CALIF., 
OF ALL RIGHT, TITLE, AND INTEREST OF THE UNITED STATES 
IN AND TO CERTAIN REAL PROPERTY SITUATED IN ORANGE 
COUNTY, CALIF, 


SEPTEMBER 7, 1959.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Jones of Alabama, from the Committee on Public Works, 
submitted the following 


REPORT 


[To accompany H.R. 5349] 


The Committee on Public Works, to whom was referred the bill 
(H.R. 5349) to provide for the conveyance to Orange County, Calif., 
of all right, title, and interest of the United States in and to certain 
real property situated in Orange County, Calif., having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of the bill is to disclaim all right, title, and interest of 
the United States to certain real property, including any improve- 
ments thereon, in Orange County, Calif. 


GENERAL EXPLANATION 


On March 23, 1936, American Legion Post No. 445, of Costa Mesa, 
Calif., conveyed to Orange County, Calif., the property referred to in 
the bill, for the purpose of constructing a community hall and a 
county courthouse. On October 19, 1936, pursuant to a resolution of 
the Orange County Board of Supervisors, the county submitted to 
the Works Progress Administration a project proposal for the con- 
struction of a community hall, which proposal was approved and 
became official WPA project 165-03-3064, WP 8088. The proposal 
of the county provided, among other things, that (1) the county 
would finance such part of the entire cost of the work as was not 
supplied from Federal funds, and (2) it would not at any time during 
the useful life of the improvements placed on the property through 
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2 CONVEY REAL PROPERTY TO ORANGE COUNTY, CALIF. 


such project, sell, lease, donate, or otherwise dispose of said improve- 
ments toa private individual, corporation, or quasi-public organization, 

During the period November 26, 1937, to June 24, 1938, the WPA 
expended the sum of $16,067.88 and the county $5,352.48 in the con- 
struction of a one-story, part basement, frame-stucco community hall 
and recreation building. 

On December 17, 1938, the county of Orange reconveyed the prop- 
erty to American Legion Post No. 445, and immediately thereafter the 
post filed an action in superior court of California to quiet title to the 
property, and a decree was entered in its favor on or about March 11, 
1939 

A number of court cases have established the precedent that WPA 
projects authorized under emergency relief legislation were primarily 
for the reduction and relief of unemployment. After these projects 
have been turned over to the sponsoring agency, they have been used 
or disposed of by the sponsor in any manner allowed by the local laws 
when the project had served the purpose of unemployment relief. 
The project is not subject to any right or restriction of the United 
States. The committee considers that the present case comes within 
this category and therefore that the conveyance of the property in 
question to ‘Orange County, Calif., is in accord with precedent and 
the primary purpose of the legislation which governed the original 
property. 

FEDERAL COST 


There is no Federal cost involved. 
VIEWS OF THE FEDERAL AGENCIES 


The General Services Administration and the Department of Justice 
have no objection to the enactment of the bill. The views of these 
agencies containing the position of the Bureau of the Budget, which is 
likewise favorable, are contained in the following letters on a similar 
bill, H.R. 12647, of the 85th Congress. The suggestion of the General 
Services Administration concerning an amendment has been followed 
and the proposed amendment is included in the present bill, H.R. 5349. 





GENERAL SERVICES ADMINISTRATION, 
Washington, D.C., September 23, 1958, 
Hon. Cuarues A. Bucktey, 
Chairman, Committee on Public Works, 
House of Representatives, Washington, D.C. 

Dear Mr. CHarrman: Your letter of June 23, 1958, requested the 
views of the General Services Administration on H.R. 12647, 85th 
Congress, a bill for the relief of the county of Orange, Calif. 

The purpose of the bill is to disclaim all right, title, and interest of 
the United States to certain real property, including any improve- 
ments thereon, in Orange County, Calif. 

On March 26, 1936, American oaesn Post No. 445, of Costa Mesa, 
Calif., conveyed to Orange County, C alif., the property referred to in 
the bill, for the purpose of construe ting a community hall and a county 
courthouse. On October 19, 1936, pursuant to a resolution of the 
Orange County Board of Supervisors, the county submitted to the 





CONVEY REAL PROPERTY TO ORANGE COUNTY, CALIF. 3 


Works Progress Administration a project proposal for the construc- 
tion of a community hall, which proposal was approved and became 
official WPA project 165-03-3064, WP 8088. The proposal of the 
county provided, among other things, that (1) the county would 
finance such part of the entire cost of the work as was not supplied 
from Federal funds, and (2) it would not at any time during the useful 
life of the improvements placed on the property through such project, 
sell, lease, donate, or otherwise dispose of said improvements to a 
private individual, corporation, or quasi-public organization. 

During the period November 26, 1937, to June 24, 1938, the WPA 
expended the sum of $16,067.88 and the county $5,352.48 in the con- 
struction of a one-story, part basement, frame-stucco community hall 
and recreation building. 

On December 17, 1938, the county of Orange reconveyed the prop- 
erty to American Legion Post No. 445, and immediately thereafter 
the post filed an action in superior court of California to quiet title 
to the property, and a decree was entered in its favor on or about 
March 11, 1939. 

In October 1941, the Federal Works Agency, successor in function 
to WPA requested that the county either acquire title to the property 
and operate the facility for the general public without discrimination 
or preferable consideration to any individual or group of individuals 
or, in the alternative, make restitution of the $16,067.88 spent by 
the United States to build the community hall. On October 20, 
1942, the American Legion Post reconveyed the property to Orange 
County. In July 1944, a managerial contract was entered into by 
Orange County with American Legion Post No. 445, under which 
the post managed the community hall building for the county. On 
April 1, 1950, the county constructed a court building on the property. 

It is evident from the foregoing that the only interest of the United 
States which the enactment of H.R. 12647 would release arises because 
the expenditure of Federal funds. 

The Works Progress Administration was established by Executive 
Order 7034 of May 6, 1935, under the authority of the Emergency 
Relief Appropriation Act of 1935 (49 Stat. 115), and continued by 
subsequent yearly emergency relief appropriation acts. Its name 
was changed to Works Projects Administration on July 1, 1939, by 
Reorganization Plan No. 1 (63 Stat. 1426), which provided for the 
consolidation of the Works Projects Administration into the Federal 
Works Agenev. ‘The President, by letter dated December 4, 1942, to 


the ked \ 


of 


eral Works Administrator authorized the liquidation of the 
Works Projects Administration. The Federal Works Agency was 
abolished and its functions transferred to the General Services Ad- 
ministration pursuant to section 103 of the Federal Property and Ad- 
ministrative Services Act of 1949 (63 Stat. 380; 5 U.S.C. 630b). 

The declared policy of Congress in passing the various emergency 
relief appropriation acts was the reduction and relief of unemploy- 
ment. Numerous courts have had opportunity to define the purposes 
of the various Federal emergency relief acts and have consistently 
held that their primary purpose was to furnish work to the unemployed 
and that the question of making public improvements was secondary 
and a means of carrying out the primary purpose. United States v. 
City of Columbus (54 Fed. Supp. 37); Taylor et al. v. City of Los Angeles 
(29 Cal. App. 2d 181, 84 P. 2d 242, 243); Village of Larchmont et al. v. 
Town of Mamaroneck et al. (249 App. Div. 741, 291 N.Y.S. 716, 718). 
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a CONVEY REAL PROPERTY TO ORANGE COUNTY, CALIF. 


In the case of the United States v. the City of Columbus, the United 
States sought to recover from the city of Columbus, N. Dak., the 
amount expended by it for the cost of materials used and the labor 
performed in the construction of a community recreation building as 
a WPA project, leased by the city as a liquor store, allegedly in contra- 
vention of the city’s agreement to use the facility as a community 
recreation center. The court on motions for judgment on the plead- 
ings, stated in pertinent part as follows: 

‘But once a project which in its application meets the specifications 
required by law, and receives approval, and is constructed under the 
supervision and control of WPA officials, is completed and turned over 
to the municipality, it is turned over without being impressed with 
an easement or right or restriction controlled by the United States, 
and may be used thereafter by the municipality in any manner which 
the laws governing that municipality allow. A contrary conclusion 
would, in my opinion, result in entanglements of such infinite com- 
plication as to be impossible of administration, judicial or otherwise, 
and was never within the contemplation of Congress.”’ 

Accordingly, it would appear that the several emergency relief ap- 
propriation acts do not require any WPA projects authorized there- 
under to be used only for the purpose contemplated in the act after 
their completion, and the completed project when turned over to the 
sponsoring agency is not impressed with any right or restriction con- 
trolled by the United States, but may be used or disposed of by the 
sponsor in any manner allowed by the laws governing it when the 
project has served the purpose for which Federal assistance was 
granted; viz, the relief of unemployment. 

For these reasons, GSA is not opposed to the enactment of H.R. 
12647. However, your attention is invited to the fact that the pre- 
ponderant practice in enacting legislation providing for the disposition 
of any interest in Federal real property is to authorize an official in 
the executive branch of the Government to release and convey the 
interest by quitclaim deed. The committee may wish to consider the 
advisability of amending the bill to authorize the Administrator of 
General Services to release and convey to Orange County, Calif., all 
right, title, and interest of the United States in the property identified 
in the bill. 

Enactment of this measure will not affect the budgetary require- 
ments of the General Services Administration. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
FRANKLIN FLogtTE, Administrator. 


DEPARTMENT OF JUSTICE, 
Orrice or THE Deputy ATTORNEY GENERAL, 
Washington, D.C. 

Hon. Cuarues A. Buck ey, 
Chairman, Committee on Public Works, 
House of Representatives, Washington, D.C. 

Dear Mr. Cuarrman: This is in response to your request for the 
views of the Department of Justice concerning the bill (H.R. 12647) 
for the relief of the County of Orange, Calif. 


CONVEY REAL PROPERTY TO ORANGE COUNTY, CALIF. 5 


The bill would release and disclaim all right, title, and interest of the 
United States in and to certain described real property, including 
the improvements thereon, located in Orange County, Calif. 

From informal advice received in this Department from a member 
of your committee staff, it appears that American Legion Post 
No. 455, of Costa Mesa, Calif., conveyed the land described in the bill 
to the County of Orange, Calif., in March 1936. In the following 
October an application was filed by the county for the construction 
of a building on the land in question, under the provisions of the 
Emergency Relief Appropriations Act of 1935 (49 Stat. 115), based 
upon a representation that such building was for the use of the com- 
munity. During the period from November 26, 1937, to June 24, 
1938, the Federal Government expended the sum of $16,067.88 and 
the county expended the sum of $5,352.48 in the construction of the 
building. On December 17, 1938, a few months after the building was 
constructed, the county, by quitclaim deed, conveyed the property 
back to the American Legion Post. 

It further appears that title to the property remained in the Legion 
post until October 1942 when, after an investigation, demand was 
made by the Works Progress Administration for restitution of the 
Federal funds expended in the construction of the building, or that 
the facility be operated under county direction for the general public 
without discrimination and without preferential consideration to 
any individual or group of individuals. Such demand was based on 
a report that the building was originally intended to be a clubhouse 
for the exclusive use of the American Legion post and that there had 
been no intention that it would be operated and maintained as a public 
facility. On October 20, 1942, the American Legion post conveyed 
their interest in the property by deed to the county. So far as we 
are advised no further conveyance of the property has been made and 
the county has, it is understood, operated the facility for the general 
public. 

On the basis of the information at hand it appears that the Govern- 
ment has no title interest in the property, and accordingly the Depart- 
ment of Justice interposes no objection to the enactment of the bill. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 

Sincerely yours, 
LAWRENCE E. WALsnH, 
Deputy Attorney General. 


O 
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CHIEF COUNSEL FOR THE INTERNAL REVENUE SERVICE 





SeprEMBER 7, 1959.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Mitts, from the Committee on Ways and Means, submitted the 
following 


REPORT 


[To accompany H.R. 8685] 


The Committee on Ways and Means, to whom was referred the 
bill (H.R. 8685) to amend the Internal Revenue Code of 1954 to 
provide for the Presidential appoimtinent of a General Counsel for 
Internal Revenue, to provide for the appointment of other officers for 
the Internal Revenue Service, and for other purposes, having consid- 
ered the same, report favorably thereon with amendments and 
recommend that the bill as amended do pass. 

The amendments are as follows: 

Strike out all after the enacting clause and insert the following: 
SECTION 1. CHIEF COUNSEL FOR THE INTERNAL REVENUE SERVICE ETC. 

Section 7801 of the Internal Revenue Code of 1954 (relating to the authority 
of the Department of the Treasury) is amended to read as follows: 

“SEC. 7801. AUTHORITY OF THE DEPARTMENT OF THE TREASURY. 

a) Powers AND Duties oF Secrerary.—Except as otherwise expressly 
provided by law, the administration and enforecment of this title shall be per- 
formed by or under the supervision of the Secretary of the Treasury. 

“(b) Orrick oF GENERAL COUNSEL FOR THE DEPARTMENT.— 

1) GENERAL couNsSEL.—There shall be in the Department of the Treas- 
ury the office of General Counsel for the Department of the Treasury. The 
General Counsel shall be appointed by the President, by and with the advice 
and consent of the Senate. The General Counsel shail be the chief law 

officer of the Department and shal! perform such duties as may be prescribed 
by the Secretary. 

*(2) ASSISTANT GENERAL COUNSELS.—The President is authorized to 
appoint, by and with the advice and consent of the Senate, an Assistant 
General Counsel who shall be the Chief Counsel for the Internal Revenue 
Service and shall receive basic compensation at the annual rate of $19,000. 
The Chief Counsel shall be the chief law officer for the Internal Revenue 
Service and shall perform such duties as may be prescribed by the Secretary. 
The Secretary may appoint, without regard to the provisions of the civil 
service laws, and fix the duties of not to exceed five other assistant General 
Counsels. 

““(3) ArrorNeys.—The Secretary may appoint and fix the duties of such 
other sttorneys as he may deem necessary 
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2 CHIEF COUNSEL FOR THE INTERNAL REVENUE SERVICE 


“(c) FUNCTIONS OF DEPARTMENT OF JusTICE UNAFFECTED.—Nothing in this 
section shall be considered to affect the duties, powers, or functions imposed 
upon, or vested in, the Department of Justice, or any officer thereof, by law 
existing on May 10, 1934.” 

SEC. 2. TECHNICAL AMEND MENTS, 

(a) Section 7452 of the Internal Revenue Code of 1954 (relating to representation 
of parties before the Tax Court) is amended by striking out “ Assistant General 
Counsel of the Treasury Department serving as Chief Counsel of the Internal 
Revenue Service, or the delegate of such Chief Counsel,” and inserting in lieu 
thereof ‘‘Chief Counsel for the Internal Revenue Service or his delegate’’. 

(b) Section 8023 of the Internal Revenue Code of 1954 (relating to additional 
powers of the Joint Committee to obtain data) is amended as follows: 

(1) By striking out ‘(including the Assistant General Counsel of the 
Treasury Department serving as the Chief Counsel of the Internal Revenue 
Service)” in subsection (a) thereof and inserting in lieu thereof ‘‘or the 
office of the Chief Counsel for the Internal Revenue Service’’. 

(2) By striking out “(including the Assistant General Counsel of the 
Treasury Department serving as the Chief Counsel of the Internal Revenue 
Service)” in subsection (b) thereof and inserting in lieu thereof ‘‘, the office 
of the Chief Counsel for the Internal Revenue Service’’. 

SEC. 3. EFFECTIVE DATES. 

(a) Except as otherwise provided in this Act, the amendments made by this 
Act shall take effect on the date of the enactment of this Act. 

(b) The amendments made by section 2 of this Act shall take effect when the 
Chief Counsel for the Internal Revenue Service first appointed pursuant to the 
amendment made by section 1 of this Act qualifies and takes office. 

SEC. 4. SAVING PROVISIONS, 

(a) The position of the Assistant General Counsel serving as Chief Counsel of 
the Internal Revenue Service shall continue to exist until such time as the Chief 
Counsel for the Internal Revenue Service first appointed pursuant to the amend- 
ment made by section 1 of this Act qualifies and takes office, and at such time 
such position is hereby abolished. 

(b) Except as provided in subsection (a), this Act shall not be construed to 
abolish, terminate, or otherwise change, any office or position, or the appointment 
or employment of any officer or employee, existing immediately preceding the 
enactment of this Act, but the same shall continue unless and until changed by 
lawful authority. 

(c) Any delegation of authority made pursuant to Reorganization Plan Num- 
bered 26 of 1950 or Reorganization Plan Numbered 1 of 1952, including any re- 
delegation of authority made pursuant to any such delegation of authority, and 
in effect immediately preceding the enactment of this Act shall, notwithstanding 
the amendment made by section 1 of this Act, remain in effect unless distinctly 
inconsistent or manifestly incompatible with such amendment. The preceding 
sentence shall not be construed as limiting in any manner the power to amend, 
modify, or revoke any such delegation or redelegation of authority. 

Amend the title so as to read: 

A bill to amend the Internal Revenue Code of 1954 to provide for the Presi- 
dential appointment of a Chief Counsel for the Internal Revenue Service, and for 
other purposes. 

I. Summary or Bri 


This bill provides that the Assistant General Counsel for the 
Treasury Department who is to be the Chief Counsel for the Internal 
Revenue Service is to be appointed by the President by and with 
the advice and consent of the Senate. The present office, Assistant 
General Counsel serving as Chief Counsel of the Internal Revenue 
Service, which this new office replaces, is filled by an appointee of 
the Secretary of the Treasury. The basic compensation rate of the 
new officer is to be $19,000. 

This bill generally is to be effective on date of enactment. 

This bill, which is favored by the Treasury Department, is reported 
unanimously by your committee. 





CHIEF COUNSEL FOR THE INTERNAL REVENUE SERVICE 3 


II. GENERAL STATEMENT 


The chief legal officer of the Treasury Department is the General 
Counsel for the Department. The General Counsel is appointed by 
the President, by and with the advice and consent of the Senate. 
One of the Assistant General Counsels appointed by the Secretary of 
the Treasury is an ‘Assistant General Counsel who shall serve as 
Chief Counsel of the Internal Revenue Service.” 

The Chief Counsel of the Internal Revenue Service was made an 
appointee of the Secretary of the Treasury in Reorganization Plan 
No. 1 of 1952 (under authority granted in the Reorganization Act of 
1949). Before that time the predecessor office, the Assistant General 
Counsel for the Bureau of Internal Revenue, had been an office filled 
by Presidential appointment by and with the advice and consent of 
the Senate. 

Your committee has concluded that it was unfortunate to remove 
the oifice of Chief Counsel from the category of Presidential appoint- 
ments ‘This is the chief legal oficer for the Internal Revenue Service 
whose primary functions, apart from the receiving and accounting for 
tax moneys, are legal ones, namely, legal interpretation of the laws 
and law enforcement. Morever, the Chief Counsel has under his 
direction one of the larger legal staffs in the United States. In view 
of the importance of the office, and the fact that the Chief Counsel’s 
counterparts in other departments are Presidential appointees, your 
committee has concluded that it would be appropriate to make the 
Chief Counsel also a Presidential appointee. 

Your committee believes it also 1s desirable to provide added pres- 
tige for this office in order to attract and keep in this office men of 
wide general experience and recognized legal ability. In this con- 
nection your committee has been informed that during the period 
before 1952 when this office was a Presidential appointment the 
average length of tenure in the office was 4 years and that since that 
time the average tenure has been approximately 1 year. 

It should also be noted that a number of groups studying organiza- 
tion of the Internal Revenue Service have recommended that this 
office be filled by Presidential appointment. These include: 

(1) A former subcommittee of your committee; namely, the Sub- 
committee on Internal Revenue Taxation, which said: 


The subcommittee feels that the Chief Counsel should be 
restored to his former position as a statutory officer ap- 
pointed by the President and confirmed by the Senate. 

The Chief Counsel occupies one of the top positions of 
responsibility in the enforcement of the internal revenue 
laws. He is the law officer for the Internal Revenue Service 
and should, therefore, be a statutory officer subject to con- 
firmation of the Senate. 


(2) An advisory group to the subcommittee, on the subject of the 
administration of the Internal Revenue Service, which said: 


The office of the Chief Counsel of the Internal Revenue 
Service is one of the most important legal posts in the Federal 
service. Traditionally numerous members of the American 
bar have regarded the post as of great importance and desira- 
bility. Traditionally, prior to ‘the 1952 reorganization, it 


on. 





to 35 ower 


af 





siz 


ej 


téeewrt st was 88 


a 


we 





4 CHIEF COUNSEL FOR THE INTERNAL REVENUE SERVICE 


had been a post for Presidential appointment and confirma- 
tion by the Senate. It has been filled by a long succession of 
distinguished lawyers, including the late Justice Robert H. 
Jackson of the U.S. Supreme Court. It is a post of severe 
and broad responsibilities, including major policy responsi- 
bilities, with a large and important legal staff in Washington 
and other legal staffs in branch offices throughout the coun- 
trv. 

It is most important to the public interest that there be 
attracted to this office each time it is vacant a lawyer of wide 
experience in active private practice, willing to be drawn for a 
period of service to public life. It is also in the public interest 
thet there be rotation in office in this important public post 
to the same extent and for the reasons that there is rotation 
in office of Cabinet and sub-Cabinet posts and, for instance, 
in the posts of Commissioner of Internal Revenue and of 
General Counsel of the Treasury, Assistant Attorneys Gen- 
eral, Solicitor of the Department of Agriculture, etc. 

For these reasons, and to recognize the dignity and im- 
portance of the office in attracting to it from time to time 
from private practice able and willing incumbents, it is recom- 
mended that the office of Chief Counsel of the Internal 
Revenue Service be returned to its former status as a Presi- 
dential appointment. 

(3) An advisory group to the Joint Committee on Internal Revenue 
Taxation which in its report on July 25, 1955, stated: 

(7) The Chief Counsel should be restored to his former 
position as a statutory officer appointed by the President and 
confirmed by the Senate. 


This bill, in the first section, therefore provides ¢. 7801(b)(2)) 
that the President is to appoint, by and wil i the ; Ivice § nad con-ent 
of the S nate, an Assistant General Counsel who is to be the ( hief 
Counsel for the Internal Revenue Service. His basic compensation 
rate is to be $19,000, he is to be the chief law offieer for the Internal 
Revenue Service, and he is to perform such duties as are prescribed 


by the Secretary of the Treasury. This will place his compensation 
on a par with that of the General Counsel in the Treasury Department. 
Section 2 changes references in the Internal Revenue Code to con- 
form with the new title of the Chief Counsel. 
Section 3 provides that this bill generally is to be effeetive on the 


date of enactment. However, the amendments in section 2, changing 
the references in the code to the Chief Counsel, are to be effective 


only when the first appointee under this bill qualifies and takes 
office. 

Section 4 provides that the present office of “Chief Counsel of the 
Internal Revenue Service” is to continue only until the new ‘Chief 
Counsel for the Internal Revenue Service” qualifies and takes office. 

The bill, which is favored by the Treasury Vepartment, is being 
reported unanimously by your committee. 
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Ill. CuHances 1n Existinc Law 


In compliance with clause 3 of rule XIII of the Rules of the ee 
of Representatives, changes in existing law made by the bill, 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


INTERNAL REVENUE CODE OF 1954 


SEC. 7452. REPRESENTATION OF PARTIES. 

The Secretary or his delegate shall be represented by the [Assistant 
yeneral Counsel of the Treasury Department serving as Chief Counsel 
of the Internal Revenue Service, or the delegate of such Chief Coun- 
sel,] General Counsel for Internal Revenue or his delegate in the same 
manner before the Tax Court as he has heretofore been represented 
in proceedings before such Court. The taxpayer shall continue to 
be represented in accordance with the rules of practice prescribed by 
the Court. No qualified person shall be denied admission to practice 
before the Tax Court because of his failure to be a member of any 
profession or calling. 

* + ok * * * * 


SEC. 7801. AUTHORITY OF DEPARTMENT OF THE TREASURY. 

(a) Powers ANp Duties or SecretTary.—Except as otherwise 
expressly provided by law, the administration and enforcement of 
this title shall be performed by or under the supervision of the Secre- 
tary of the Treasury 

[(b) Generat CounseL ror THE Deparrment.—There shall be 
in the Department of the Treasury the office of General Counsel for 
the Department of the Treasury. The General Counsel shall be 
appointed by the President, by and with the advice and consent of 
the Senate. The General Counsel shall be the chief law officer of the 
Department and shall perform such duties as may be prescribed by 
the Secret ary. The Secretary may appoint and fix the duties of an 
Assistant General Counsel who shall serve as Chief Counsel of the 
Internal Revenue Service and may appoint and fix the duties of not 
to exceed five other Assistant General Counsels. All Assistant 
General Counsels shall be appointed without regard to the provisions 
of the civil service laws. The Secretary may also appoint and fix the 
duties of such other attorneys as he may deem necessary. ] 

(b) Orrice or GeneraL Counset ror THE DepartMeNtT.—There 
shall be in the De partment of the Treasury the office of General Counsel for 
the Department of the Treasury, and the annual rate of basic compensation 
of that office shall be $21,000. The General Counsel for the Department 
of the Treasury shall be appointed by the President, by and with the advice 
and consent of the Senate. The General Counsel for the Department of 
the Treasury shall be the chief law officer of the Department and shall 
perform such duties as may be prescribed by the Secretary. The Secre- 
tary may appoint, without regard to the provisions of the civil service laws, 
and fir the duties of not to exceed five Assistant General Counsels for the 
Department of the Treasury. The Secretary may also appoint and fiz 
the duties of such other attor neys in the office of the General Counsel for 
the Department of the Treasury as he may deem necessary. 
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(c) Genrrat Counset ror Inrernat Revenve.—The office of Gen- 
eral Counsel for Internal Revenue is hereby created in the office of the 
General Counsel for the Department of the Treasury, and the annual 
rate of basic compensation of the office so created shall be $20,500. The 
General Counsel for Internal Revenue shall be appointed by the President, 
by and with the advice and consent of the State. The General Counsel 
for Internal Revenue shall be the chief law officer for the Internal Revenue 


Service and shall perform such duties as may be prescribed by the Secre- 


tary. The Secretary may appoint, urithout regard to the provisions of 
the civil service laws, and fix the duties of a principal assistant to the 
General Counsel for Internal Revenue, who shall serve as Deputy General 
Counsel for Internal Revenue and whose annual rate of basic compen- 
sation shall be $19,000, and not to exceed five Assistant General ( ‘ounsele 
for Internal Revenue, whose annual rates of basic compensation shall be 


$18,500. The Secretary may also appoint and fir the duties of such 


other attorneys in the office of the General Counsel for Internal Revenue 
as he may deem necessary. 

[(c)] (d) Functions or Department or Justice UNAFFECTED.— 
Nothing in this section shall be considered to affect the duties, powers, 
or functions imposed [upon or vested in the] upon, or vested in, the 
Department of Justice, or any officer thereof, by law existing on 
May 10, 1934. 

SEC. 7802. COMMISSIONER OF INTERNAL REVENUE. 

There shall be in the Department of the Treasury a Commissioner 

of Interna! Revenue, who shall be appointed by the President, by and 


with the advice and consent of the Senate. The Commissioner of 
Internal Revenue shall have such duties and powers as may be pre- 
scribed by the Secretary. The Secretary may appoint, subject to the 


civil service laws, and fir the duties of a principal assistant to the Com- 
missioner of Inte rnal Re ene, who shall se rve as De puly ('ommissioner 
of Inte rnal Re renue and whose annual rate j ha S10 compensa } i shall 


j : i 


be $19,000, and not to erceed six Assistant Commissioners of Internal 
Reve nue, whose ann ual rales of bas C com pei salion sh ul be \] S OUU. 
SEC. 23. ADDITIONAL POWERS TO OBTAIN DATA. 

(a). Securtina or Data.—The Joint Committee or the Chief of 
Staff of the Joint Committee, upon approval of the Chairman or 
Vice Chairman, is authorized to secure directly from the Internal 
Revenue Service [(including the Assistant General Counsel of the 
Treasury Department serving as the Chief Counsel of the Internal 
Revenue Ser\ ice) ], or the Office of the General Counsel for Internal 
Revenue or directly from any executive department, board, bureau, 
agency, independent establishment, or instrumentality of the Gov- 
ernment, information, suggestions, rulings, data, estimates, and sta- 
tistics, for the purpose of making investigations, reports, and studies 
relating to internal revenue taxation. 

(b) FuRNISHING OF ath ‘Tue Interval Revenue Service [(in- 
dbo the Assistant General Counsel of the ‘Treasury Department 
serving 2s the Chief Counsel of the Internal Revenue Service)] 

, the Office of the General Counsel for Internal Revenue exec itive de- 
partments, boards, bureaus, agencies, inde ypendent establishments, 
and instrumentalities are authorized and directed to furnish such 
information, suggestions, rulings, data, estimates, and_ statistics 
directly to the Joint Committee or to the Chief of Staff of the Joint 
Committee, upon request made pursuant to this section. 
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(c) Subsections (a) and (b) shall be applied in accordance with 
their provisions without regard to Reorganization Plan Numbered 
- of 1950 or to any other reorganization plan becoming effective 

, before, or after February 28, 1951. 


SECTIONS 106(b)(9) AND 107(a) OF THE FEDERAL EXECUTIVE 
PAY ACT OF 1956 


Sec. 106. (a) * * * 
* . + * * ~ . 


(b) The annual rate of basic compensation of each of the offices or 
positions listed in this subsection shall be $19,000. 
* ~ ‘* * « * « 


(9) Legal adviser, solicitor, or general counsel of an executive or 
military department (excluding the Department of Justice and the 
Department of the Treasury). 

* * - * * * a” 

Sec. 107. (a) The annual rate of basic compensation of each of the 
offices or positions listed in this subsection shall be $17,500. 

Administrator, Agricultural Research Service, Department of 
Agriculture. 

2) Administrator, Bonneville Power Administration. 

(3) Administrator, Farmers’ Home Administration. 

(4) Administrator, Soil Conservation Service, Department of Agri- 
culture. 

(5) Assistant Architect of the Capitol. 

(6) Assistant Director of the Administrative Office of the United 
States Courts. 

(7) Associate Director of the Federal Mediation and Conciliation 
Ser ice, 

(8) Chief Assistant Librarian of Congress. 

(9) Chief Forester of the Forest Seevian, Department of Agricul- 
ture. 

(10) Chief of Staff of the Joint Committee on Internal Revenue 
Taxation. 

(11) Commissioner of Customs. 

(12) Commissioner, Federal Supply Service, General Services 
Administration. 

(13) Commissioner of Immigration and Naturalization. 


) 

) 

(14) Commissioner of Narcotics. 

(15) Commissioner, Public Buildings Service. 
(16) Commissioner of Public Roads. 


(17) Commissioner of Reclamation. 

(18) Commissioner of Social Security. 

(19) Deputy Administrator of the Saint Lawrence Seaway Devel- 
opment Corporation. 

[(20) Deputy Commissioner of the Internal Revenue Service.] 

(21) Deputy Public Printer. 

(22) Manager, Federal Crop Insurance Corporation, Department of 


diariglire O 
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86TH CONGRESS HOUSE OF REPRESENTATIVES REPORT 
Ist Session No. 1170 


INCOME TAX TREATMENT OF CERTAIN DEALERS’ 
RESERVES 





SEPTEMBER 7, 1959.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Mitts, from the Committee on Ways and Means, submitted the 
following 


REPORT 


'To accompany H.R. 8684] 


The Committee on Ways and Means, to whom was referred the bill 
(H.R. 8684) to amend the Internal Revenue Code of 1954 to provide 
for deferral of taxation of amounts withheld by a bank or finance 
company from a dealer in personal property to secure obligations of 
the dealer, until such time as such amounts are paid to or made avail- 
able to the dealer, having considered the same, report favorably 
thereon with amendments and recommend that the bill as amended 
do pass. 

The amendments are as follows: 

Strike out all after the enacting clause and insert: 

SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘Dealer Reserve Income Adjustment Act of 1959’’. 
SEC. 2. PERSONS TO WHOM THIS ACT APPLIES. 

This Act shall apply to any person who, for his most recent taxable year ending 
on or before June 22, 1959 

(1) computed taxable income under an accrual method of accounting, 

(2) treated any dealer reserve income, which should have been taken into 
account (under the accrual method of accounting) for such taxable year, as 
accruable for a subsequent taxable year, and 

(3) before July 1, 1960, makes an election under section 3(a) or 4(a) of 
this Act 

SEC. 3. ELECTION TO HAVE SECTION 481 APPLY 

(a) GENERAL Ruie.—If 

(1) for the year of the change (determined under subsection (b)), the treat- 
ment of dealer reserve income by any person to whom this Act applies is 
changed to a method proper under the accrual method of accounting (whether 
or not such person initiated the change), 

(2) such person makes an election under this subsection, and 

(3) such person does not make the election provided by section 4(a), 

then, for purposes of section 481 of the Internal Revenue Code of 1954, the 
change described in paragraph (1) shall be treated as a change in method of 
accounting not initiated by the taxpayer. 

84006 
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2 INCOME TAX TREATMENT OF CERTAIN DEALERS’ RESERVES 


(b) YEAR or CuaNnaeE, Erc.—In applying section 481 of the Internal Revenue 
Code of 1954 for purposes of this section, the ‘‘year of the change’’ in the case of 
any person is— 

(1) except as provided in paragraph (2), the first taxable year ending after 
June 22, 1959, or 
(2) the earliest taxable year (whether the Internal Revenue Code of 1954 
or the Internal Revenue Code of 1939 applies to such year) for which— 
(A) on or before June 22, 1959— 

(i) the Secretary of the Treasury or his delegate issued a notice 
of deficiency, or a written notice of a proposed deficiency. with 
respect to dealer reserve income, or 

(ii) such person filed with the Secretary or his de!egate a claim 
for refund or credit with respect to dealer reserve income, and 

(B) the assessment of any deficiency, or the refund or credit of any 
overpayment, whichever is applicable, is not prevented by the operation 
of any law or rule of law. 

For purposes of this section, section 481 of such Code shall be treated as applying 
to any year of the change to which the Internal Revenue Code of 1939 applies. 
SEC, 4, ELECTION TO HAVE SECTION 481 NOT APPLY; PAYMENT IN INSTALLMENTS, 

(a) GENERAL Ru.te.—If a person to whom this Act applies makes an e!ection 
under this subsection, then for purposes of chapter 1 of the Internal Revenue 
Code of 1954 (and the corresponding provisions of prior Jaw) a change in the 
treatment of dealer reserve income to a method proper under the accrual method 
of accounting shall be treated as not a change in method of accounting in respect 
of which section 481 of the Internal Revenue Code of 1954 applies. Any election 
under this subsection shall apply to all taxable vears ending on or before June 22, 
1959 (whether the provisions of the Internal Revenue Code of 1954 or the cor- 
responding provisions of prior law apply), for which the assessment of any de- 
ficiency, or for which refund or credit of any overpayment, whichever is appli- 
cable, is not prevented by the operation of any law or rule of law 

(b) Exection To Pay Tax 1n INSTALLMENTS.— 

(1) Exierpititry —If the net increase in tax (as defined in paragraph (2)) 
which results solely from the effect of the election provided by subsection (a) 
exceeds $2,500 then the taxpaver may elect (at the time the election is made 
under subsection (a)) to pay in two or more (but not to exceed 10) equal 
annual installments any portion of such net increase which (on the date of 
such election) is unpaid 

(2) NET INCREASE IN TAX DEFINED.—For purposes ol this section, the term 
“net increase in tax’’ means the amount (if any) by which 

(A) the sum of the increases in tax (including interest) for all taxable 
years to which the election applies and which is attributable to the elec- 
tion, exceeds 

(B) the sum of the decreases in tax (inciuding interest) for all taxable 
years to which the election applies and which is attributable to the 
election. 

For purposes of this paragraph, interest for the period before the date of the 
election shall be computed as provided in chapter 67 of the Interna! Revenue 
Code of 1954 (or the corresponding provisions of prior revenue laws) 

(c) Dug Date ror INSTALLMENTS * Hf an election is made under subsection 
(b), the first installment shall be paid on or before the date prescribed by section 
6151 (a) of the Internal Revenue Code of 1954 for payment of the tax for the taxa- 
ble year in which the election was made, and each succeeding installment shall be 
paid on or before the date which is one year after the date prescribed by this sub- 
section for payment of the preceding installment 

(d) Errecr Or SUBSEQUENT REDETERMINATION OF Tax.— 

(1) ReperermMination.—If— 

(A) the taxpayer makes an election under subsection (b), and 

(B) there is a redetermination of the taxpayer’s tax for any taxable 
year to which the election provided by subsection (a) applies, 

then the net increase in tax (as defined in subsection (b)(2)) shall be re- 
determined 

(2) Evrect or iNCREASE.—I{ the redetermination described in paragraph 
(1)(B) results in an increase in the net increase in tax (as defined in sub- 
section (b)(2)), the resulting increase shall be prorated to all the installments. 
The part of such resulting increase so prorated to any installment the date 
for payment of which has not arrived shall be collected at the same time 
as, and as a part of, such installment. The part of such resulting increase so 
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prorated to any installment the date for payment of which has arrived shall 
be paid upon notice and demand from the Secretary of the Treasury or his 
delegate. 

(3) Errecr oF DECREASE.— 

For treatment of a decrease in the net increase in tax as the result 
of a redetermination described in paragraph (1)(B), see section 
6403 of the Internal Revenue Code of 1954 (relating to overpay- 
ment of installment). 

(e) SusPENSION oF INTEREST.— 

(1) In GeNERAL.—If an election under subsection (a) applies and there is a 
net increase in tax (as defined in subsection (b)(2)), no interest shall be im- 
posed on any underpayment (and no interest shall be paid on any overpay- 
ment) attributable to such election for the period beginning on the date of such 
election and ending on the date prescribed by section 6151(a) of the Internal 
Revenue Code of 1954 for payment of the tax for the taxable year in which the 
election was made. 

(2) NO INTEREST DURING INSTALLMENT PERIOD.—If an election under sub- 
section (b) applies, no interest shall be imposed for the period on or after the 
date fixed for payment of the first installment unless payment of unpaid 
installments is accelerated under subsection (f) or (g). 

(3) INTEREST WHERE PAYMENT IS ACCELERATED.—If payment is accel- 
erated under subsection (f) or (g), interest determined in accordance with the 
provisions of section 6601 of the Internal Revenue Code of 1954 on the entire 
unpaid tax shall be payable— 

(A) if payment is accelerated under subsection (f), from the date of 
notice and demand provided by such subsection to the date such tax is 
paid, or 

(B) if payment is accelerated under subsection (g), from the date 
fixed for paying the unpaid installment to the date such tax is paid. 

(f) TERMINATION OF INSTALLMENT PAYMENT PriviLteGe.—The extension of 
time provided by this section for payment of tax shall cease to apply, and any 
unpaid installments shall be paid upon notice and demand from the Secretary 
of the Treasury or his delegate, if— 

(1) in the case of a taxpayer who is an individual, he dies or ceases to 
engage in the trade or business in respect of which the election under sub- 
section (b) applies, 

(2) in the case of a taxpayer who is a partner, the entire interest of such 
partner is transferred or liquidated or the partnership ceases to engage in the 
trade or business in respect of which the election under subsection (b) 
applies, or 

(3) in the case of a taxpayer which is a corporation, the taxpayer ceases 
to engage in the trade or business in respect of which the election under 
subsection (b) applies, unless the unpaid portion of the tax payable in 
installments is required to be taken into account by the acquiring corporation 
under section 5(d) 

(g) FarnturRE To Pay INSTALLMENT.—If any installment under this section is 
not paid on or before the date fixed for its payment by this section (including any 
extension of time for payment of such installment), the unpaid installments shall 
be paid upon notice and demand from the Secretary of the Treasury or his delegate. 

(h) SusPpENSION OF RUNNING OF PeRIOps oF LimitaTION.—The running of the 
periods of limitation provided by section 6502 of the Internal Revenue Code of 
1954 (or corresponding provision of prior law) for the collection of any amount of 
tax payable in installments under this section shall be suspended for the period of 
any extension of time for payment granted under this section. 

SEC. 5. DEFINITIONS: SPECIAL RULES. 

(a) DeavterR Reserve |NcomME.—For purposes of this Act, the term “dealer 
reserve income” means that part of the consideration derived by any person from 
the sale or other disposition of customers’ sales contracts, notes, and other evidence 
of indebtedness (or derived from customers’ finance charges connected with such 
sales or other dispositions) which is— 

(1) attributable to the sale by such person to such customers, in the 
ordinary course of his trade or business, of real property or tangible personal 
property, and 

(2) held in a reserve account, by the financiai institution to which such 
person disposed of such evidences of indebtedness, for the purpose of securing 
obligations of such person obligations under such evidences of ‘ndebtedness. 
or both. 
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(b) Frnancrat Instrrution.—For purposes of this Act, the term ‘“‘financial] 
institution” means any person regularly engaged in the business of acquiring 
evidences of indebtedness of the kind described in subsection (a). 

(c) OrHeR TERMS; APPLICATION OF OTHER Laws.—Except where otherwise 
distinctly expressed or manifestly intended, terms used in this Act shall have the 
same meaning as when used in the Internal Revenue Code of 1954 and all provi- 
sions of law shall apply with respect to this Act as if this Act were a part of such 
Code. 

(d) Acqurrina Corporation.—In the case of the acquisition of assets of a 
corporation by another corporation in a distribution or transfer described in sec- 
tion 381(a) of the Internal Revenue Code of 1954, the acquiring corporation shall, 
for purposes of this Act, be treated as if it were the distributor or transferor cor- 
poration. 

(e) Reautations.—The Secretary of the Treasury or his delegate shall pre- 
scribe such regulations as may be necessary to carry out the purposes of this Act, 
including regulations relating to— 

(1) the application of the provisions of this Act in the case of partnerships, 
and 
(2) the manner in which the elections provided by this Act are to be made. 

Amend the title so as to read: 

A bill to provide transitional provisions for the income tax treatment of dealer 
reserve income. 


I. SUMMARY OF BILL 


This bill deals with the time of reporting dealer reserves. On July 
22. 1959, the Supre ne Court in Commissioner v. Hansen, Commissioner 
v. Glover and Baird v. Commissioner, decided that this dealer reserve 
income is to be reported at the time it is properly accruable, or in 
general at the time of the sale of the installment paper where this 
immediately follows the sale of the property. However, many 
dealers following any of numerous circuit court decisions to the con- 
trary, have not reported this income until the reserves were with- 
drawn by the dealers from tie finanee companies 

In view of this vour committee’s bill provides two alternative 
methods for paving the tax due on the income which has not previously 
been reported. First, it provides that such amounts can be treated 
as required ciianges in methods of accounting. In general this means 
that the reserves built up prior to 1954 need not be reported for tax 
purposes, and that only the excess of the current balance over the 
1954 balance in the reserve is to be reported. A second alternative 
provided permits the computation of the deficiencies (or overassess- 
ments) which would arise if the income had been reported in the proper 
years, and then the sum of these amounts (plus interest up to the time 
of selecting this alternative) may be paid in 10 annual installments, 
generally beginning in 1961. 

This bill is reported unanimously by your committee. 


II. GENERAL STATEMENT 


The usual dealers’ reserve prises from the sele of customers’ install- 
ment paper to finance companies. ‘The way in which these reserves 
arise can be illustrated by an example of an automobile dealer, a busi- 
ness where dealer reserves have been used quite widely, Initially the 
dealer sells a car to a customer, accepting his note together with a 
cash downpayment and trade-in as the selling price of the car. The 
customer then executes a note, usually on forms supplied by a finance 
company, and the dealer then sells the installment paper to the finance 
company in return for a partial payment to him by the finance com- 
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pany of the face amount of the paper. The finance company, however, 
reserves, or holds back, a portion of the balance due the dealer and in 
addition may set aside a portion of the finance charge on the paper 
otherwise due the dealer. Losses incurred by the finance company 
may be charged against these dealers’ reserves, either the portion some- 
times referred to as the “holdback” or the amount attributable to a 
division of the finance charge between the finance company and the 
dealer. In addition, if a customer pays off his note ahead of time this 
also may be charged against these reserves, in this case usually against 
the finance charge portion. 

In transactions of this general type the question is whether this 
reserve is income to the dealer in the year of the sale of the article 
and the sale of the installment paper to the finance company or, on 
the other hand, is income to the dealer only when he actually receives 
the reserved amount in cash from the finance company. 

The Supreme Court on June 22 of this year in Commissioner v. 
Hansen, Commissioner v. Glover, and Baird v. Commissioner, held in 
these cases that the specific reserves involved were properly report- 
able as income when “‘the dealers acquired a fixed right to receive the 
amounts so retained by the finance companies.” 

Your committee agrees that dealer reserve income should be re- 
orted on a proper accrual accounting basis. Nevertheless, it be- 
ieves that a hardship would be created by requiring all dealers to 
make a transition to this method of reporting this income in 1 year. 
It believes that in view of the fact that the Courts of Appeals in the 
Third Circuit, the Fourth Circuit,? the Fifth Circuit,’ the Eighth 
Circuit,‘ and the Ninth Circuit ® have held that the reserves were not 
accruable as income until the year of withdrawal of the reserve, tax- 
payers had sufficient reasons for not reporting this income in the 
earlier year. This appears to be true even though in the sixth * and 
seventh ’ circuits and in numerous Tax Court cases the holdings were 
to the contrary. In view of the large number of circuit court de- 
cisions in favor of the taxpayers and the fact that from 1944 to 1958 
without exception the circuit court holdings were in favor of the tax- 
payers, your committee believes it would be unfortunate to require 
the dealers involved to make substantial payments of tax for these 
back years all in the current year. This is believed to represent a 
particularly difficult hardship in the case of the many small dealers of 
personal property who have held what for them represent substantial 

sums tied up in these reserves. Information submitted to your com- 
mittee also suggests the same is true of dealers and developers of low- 
cost homes. 

In view of the hardship in these cases your committee’s bill provides 
two alternative forms of treatment. 

In general terms, the first alternative permits them to treat the 
correction of the method of reporting this reserve income as a required 

change in method of accounting, usually for the year 1959 which is 
the year of the Supreme Court decision (although in earlicr years if 
the taxpayers were on notice of deficiency on this issue and in similar 
“1 Keaabey & Mattison Co.v. United States, 141 F. 2d 163 (1944) 

3 Johnson v. Commissioner, 233 F. 2d 952 (1956). 

3 Texas Trailercoach, Inc. v. Commissioner, 251 F. 2d 395 (1958) 
4 Glover v. Commissioner, 253 F. 2d 735 (1958). 

§ Hansen vy. Commissioner, 258 F. 2d 585 (1958). 


§ Schaeffer v. Commissioner, 258 F. 2d 861 (1958). 
Baird yv. Commissioner, 256 F. 2d 918 (1958). 
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cases). The effect of treating this reserve income as a required change 
in method of accounting is to ignore adjustments to income to the 
extent of dealer reserves set up in years prior to 1954 (under the bill, 
however, only if they are closed years). Your committee believes 
that it is proper to treat this correction of dealer reserve income as a 
required change in method of accounting since from a practical 
standpoint the court decision has this effect, whether the taxpayer 
proceeds to comply with the decision on his own part or the change 
is made only after an examination of his return by a revenue agent. 

For taxpayers who elect this alternative to treat the correction of 
the reporting of dealer reserve income as a change in method of ac- 
counting, the additional income to be reported will be the difference 
between their opening dealer reserve balance in the year of change 
(usually 1959) and the opening dealer reserve income in 1954 (or 
earlier year if still open). Then if this difference increases taxable 
income by more than $3,000 in the current year, the tax attributable 
to it can be determined by spreading the income evenly over the 

rear of change and 2 preceding taxable years, where this results in a 
ower tax than the inclusion of the entire amount in the income of the 
year of change. This is the treatment now provided under section 
481 in the case of a required change in method of accounting. Also, 
as provided under section 481, the effect of the adjustment can be 
determined by recomputing the income under the correct method for 
as many prior years as the taxpayer can establish his taxable income. 

As an alternative to the application of section 481, the taxpayer 
can elect to redetermine his taxes, pronverly reporting this dealer 
reserve income, on a year-by-year basis with respect to all open years. 
In these computations this reserve income would be includible in his 
taxable income in the proper year under the Supreme Court decision. 
The tax computed on this basis (first taking into account the effect 
of any net operating loss carrybacks or carryforwards) and then the 
interest on any resulting deficiencies (or overpayments) is determined 
for the period from that year up to the time the taxpayer makes his 
election to apply this alternative rule. The resulting deficiencies 
(and/or overpayment) for each year, plus interest, if in aggregate they 
equal $2,500 or more will be payable in up to 10 annual installments 
beginning with the due date for the payment of tax for the taxable 
year in which this election is made. 

The election to apply either the required section 481 treatment or 
the election to determine the deficiencies on a year-by-year basis 
and then pay any net amount of increase in tax in up to 10 annual in- 
stallments (where it amounts to more than $2,500) must be made 
before July 1, 1960. 

The effect of these two elections with respect to a taxpayer can be 
illustrated by the assumed set of facts shown in the tabulation below: 

















| 1954 | 1955 | 1956 | 1957 | 1958 | 1959 
Opening balance in a dealer’s reserve...... $14 $18 | $23 $20 $25 $22 
Additions made to reserve each year. ..... 9 9 5 8 @ | ccctaczste 
Withdrawal from reserve each year_...... (5) (4) (8)} (3) Ticccetiobeus 
Increase or decrease in income...........- a4 +5 -3 +5 -3 Sastanheat 
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Assuming a taxpayer elects the involuntary section 481 treatment, 
given the assumptions made above, he would determine: the adjust- 
ment to be made to his taxable income by subtracting the opening 
1954 balance in his reserve of $14 (if he has no prior open vear) from 
the $22 shown as the opening reserve balance for 1959 (if he has not 
been on notice for an earlier year). This would result in an increase 
in income of $8 to be taken into account in 1959. If this were $8,000 
instead of $8, the tax attributable to it could be determined by 
spreading this income ratably over the current year and the 2 prior 
years, computing the tax in this manner and then adding this tax to 
the tax otherwise due in 1959. Alternatively, the taxpayer could 
redetermine his income on a year-by-year basis for the entire period, 
if he so desired and his records permit. it. 

If the taxpayer decides to follow the second alternative he must 
recompute his tax in each of the prior years which is still open, deter- 
mining what his tax should have been in each of these years as distinct 
from the manner in which he reported it because of his erroneous 
method for reporting dealer reserve income. The second row of 
figures in the tabulation, namely, the addition made to reserves in 
each of these years, indicates the income which should have been 
taken into account in each year. The third row of figures, or the 
withdrawals from reserves for each year, on the other hand, indicate 
the amounts which actually were taken into account with respect to 
dealers’ reserves in each of these years. ‘Therefore, the net increase 
or decrease which should be made in income, shown by the fourth 
row of figures, is the difference between the two prior rows. After 
computing this increase or decrease in income for each of these prior 
open years, the tax would then be redetermined by including (or 
deducting) these amounts. Next the interest would be computed 
with respect to any of these resulting deficiencies (or overpayments) 
from the due date of the deficiency (or overpayment) up to the date 
of the election occurring prior to July 1, 1960. The sum of these 
amounts of tax and interest represent the amount of the payment 
which must be made if this second alternative rule is provided. This 
amount can be paid either in one payment on the due date in 1961 
for the filing of the 1960 return (assuming an election made in 1960) 
or if over $2,500 may be paid in up to 10 equal annual installments 
again beginning in 1961 with the due date of the 1960 return. The 
bill in general provides under this second alternative, that no interest 
is to be paid with respect to the deferred amount beyond the date of 
the election to apply this second alternative. 

Special rules explained in the technical section of this report provide 
for cases where the taxpayer under the second of these two alterna- 
tives does not pay the installment when due, and also for cases where 
the taxpayer ceases to engage in the trade or business with respect to 
which the election arose. Special rules also provide for the case of 
an individual who dies, or a partner whose entire interest in a partner- 
ship is transferred or liquidated. Generally in these cases, the unpaid 
installments become due at the time of the death, cessation of busi- 
ness, etc. 

Dealers’ reserve income is in general defined as the consideration 
derived from the sale of a customer’s installment paper, etc., which is 
attributable to the sale of either real or tangible personal property 
and representing amounts held in a reserve account by the finance 
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company to provide security for final payment on the installment 


paper etc. 
his bill is reported unanimously by your committee. 


III. TECHNICAL EXPLANATION OF THE BILL 


Section 1. Short title 


Section 1 provides a short title for the bill: “Dealer Reserve Income 
Adjustment Act of 1959.” 


Section 2. Persons to whom this act applies 

Section 2 of the bill describes the persons to whom it applies, 
namely, any person who, for his most recent taxable year ending on 
or before June 22, 1959, (1) computed his taxable income under an 
accrual method of accounting, (2) treated any dealer reserve income, 
which should have been taken into account in such taxable year, as 
being accruable for a subsequent taxable year, and (3) makes an 
election under either section 3(a) or 4(a) of the bill before July 1, 1960. 


Section 3. Election to have section 481 apply 

Section 3(a) of the bill provides that if, for the year of the change, 
the treatment of dealer reserve income is changed (whether or not the 
change is initiated by the taxpayer) and the person described in section 
2 makes the election provided for in section 3(a) and does not make 
the election under section 4(a), then, for purposes of applying section 
481 of the Internal Revenue Code of 1954, the change shall be treated 
as not being initiated by the taxpayer. 

Section 481 of the Internal Revenue Code of 1954 requires that if 
there is a change in the taxpayer’s method of accounting, then, gener- 
ally, all adjustments necessary as a result of the change to prevent 
omissions or duplication of income or deductions are required to 
be taken into account for the taxable year of the change. Under 
section 481(a), however, if the change was not initiated by the tax- 
payer, then any adjustments attributable to taxable years to which the 
1954 Code does not apply are disregarded. Section 481(b) (1) and 
(2) of the code provides limitations on the tax for the year of the 
change if the net amount of the adjustments attributable to 1954 
Code years which must be taken into account for the year of the 
change increases taxable income for that year by more thai $3,000. 
The necessary adjustments required by section 481 are to be taken 
into account for the taxable year of the change. 

Subsection (b) of section 3 describes the year of the change in the 
case of a person exercising the election provided for in section 3(a). 
That year is the first taxable year ending after June 22, 1959 (irrespec- 
tive of whether the taxpayer changed to the proper method in such 
year), or the earliest prior taxable year in respect of which assessment 
of any def-ciency or refund or credit of any overpayment is not pre- 
vented by any law or rule of law if, for such prior taxable year, the 
taxpayer either (1) filed a claim for refund or credit with respect to the 
treatment of dealer reserve income, or (2) was notified in writing, 
either by statutory notice of deficiency, or otherwise, of a proposed 
deficiency attributable to the erroneous treatment of such income. 
For this purpose, the notice in writing includes a 15- or 30-day letter 
issued under established procedure, or other similar written notification 
of a proposed deficiency. 
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Thus, if for the calendar year ending December 31, 1959, the tax- 
ayer changed to the proper method of accounting for dealer reserve 

income, but for the taxable year 1956 a statutory notice of deficiency 
relating to the treatment of such income was issued and that year was 
the earliest taxable year in respect of which assessment of a deficiency 
is not prevented, then, if the election under subsection (a) is timely 
exercised, 1956 shall be treated as the year of change. In such a case, 
the net amount of any adjustments found necessary as a result of the 
change which is attributable to years subject to the 1954 Code shall 
be colen into account for the year of the change. The net amount of 
the adjustments attributable to pre-1954 years is to be disregarded. 
If, in that case, no notice of a proposed deficiency of any type had been 
issued, and if no claim for refund had been filed, then, for the purposes 
of applying section 481, the taxable year 1959 shall be treated as the 
year of the change, and any net increase in the amount of the reserve 
credited to his account at the beginning of that year over the opening 
balance of the reserve credited to his account at the beginning of the 
first taxable year subject to the 1954 Code shall be included in income 
for the year of the change. 

Subsection (b) also provides that, for purposes of applying section 
3(a) of the bill, section 481 of the 1954 Code shall be treated as also 
applying to the earliest year subject to the 1939 Code in respect of 
which assessment of any deficiency or refund or credit of any over- 
payment is not prevented by the operation of any law or rule of law 
in the same manner it would have applied had it been enacted as part 
of the Internal Revenue Code of 1939. Thus, if a 30-day letter 
specifying adjustments relative to dealer reserve income was properly 
issued in respect of the taxable year 1953 and the resulting deficiency 
in tax may be asserted for that year, then, if the taxpayer timely 
exercises the election provided for in subsection (a), 1953 shall be 
considered to be the taxable year of the change and section 481 shall 
be applied to that year and be given effect for that year in the same 
manner as it would have applied had it been enacted as a part of the 
1939 Code and the change to the proper method of accounting had not 
been initiated by the taxpayer. Since, in such a case, the bill makes 
section 481 applicable only to 1953, any adjustments resulting from 
the change attributable to pre-1953 years shall be disregarded. The 
income of each taxable year succeeding the year of change in respect 
of which the assessment of any deficiency or refund or credit of any 
overpayment is not prevented by the operation of any law or rule of law 
will, of course, be recomputed under the proper method of accounting. 


Section 4. Election to have section 481 not apply; payments in install- 
ments 

Subsection (a) of this section of the bill provides that if a person to 
whom the bill applies changes, or is required to change, his treatment of 
dealer reserve income to the proper method of accounting for such in- 
come, he may elect to treat such change as not a change in method of 
accounting in respect of which section 481 of the 1954 Code applies 
for purposes of chapter 1 of that code (and the corresponding provi- 
sions of prior law). Such election shall apply to all taxable years end- 
ing on or before June 22, 1959, for which the assessment of any de- 
ficiency, or for which refund or credit of any overpayment, whichever 
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_ applicable, is not prevented by the operation of any law or rule of 
aw. 

If an election is exercised under section 4(a) taxable income (or net 
income in the case of a taxable year to which the 1939 Code applies) 
shall be redetermined under the proper method of accounting for 
dealer reserve income for each taxable year to which the election ap- 
plies, without regard to section 481. For purposes of the redetermina- 
tion, net operating losses affecting the computation of tax for any 
prior taxable year not otherwise redetermined under this subsection 
shall be taken into account. 

Paragraph (1) of section 4(b) of the bill provides that if an election 
is made under section 4(a) not to have section 481 of the Internal 
Revenue Code of 1954 apply and the net increase in tax resulting 
solely from the election exceeds $2,500, a further election may be made 
to pay such net increase in tax in installments. The election may be 
made to pay any portion of the net increase, which is unpaid at the 
time the election is made, in 2 or more, but not exceeding 10, equal 
annual installments. If the person making the election under section 
4(a) isa partnership, the $2,500 limitation is applied separately to each 
partner with respect to his individual liability. 

Paragraph (2) of subsection (b) of section 4 of the bill defines the 
term “‘net increase in tax” as the amount, if any, by which the sum 
of the increases in tax (including interest) for all taxable years to 
which the election applies resulting from the election exceeds the sum 
of the decreases in tax (including interest) for all such taxable years 
resulting from the election. In determining the net increase in tax 
under this section, the tax for each taxable year affected by the election 
under section 4(a) is redetermined taking into account the adjustments 
necessary to reflect the change to the proper treatment of dealer re- 
serve income. If the result is an increase in tax for any taxable year, 
interest under section 6601 of the Internal Revenue Code of 1954 is 
computed from the last date prescribed for payment of the tax to the 
date the election is made and is added to the increase to determine 
the increase in tax under this paragraph. If the result is a decrease 
in tax for any taxable year, interest under section 6611 of the Internal 
Revenue Code of 1954 is computed from the date of the overpayment 
to the date the election is made, and the amount of such interest is 
added to the overpayment to determine the decrease in tax under this 
paragraph. The increases in tax under this section are added together 
and from this total there is subtracted the decreases in tax to arrive 
at the net increase in tax (ifany). If any of the taxable years to which 
the election applies are years to which the Internal Revenue Code of 
1954 is not applicable, interest on the increase or decrease, as the case 
may be, is computed under the applicable interest provisions of prior 
revenue law. 

Subsection (c) of section 4 of the bill provides that if an election is 
made under subsection (b) of that section to pay the net increase in 
tax in installments, the first installment shall be paid on or before the 
date prescribed under section 6151 of the Internal Revenue Code of 
1954 for payment of the taxpayer’s income tax for the taxable year 
in which the election was made. Each succeeding installment shall 
be paid annually on or before the date which corresponds with the 
date prescribed for payment of the first installment, determined 
without regard to any extension of time for payment of the [first 
installment. 
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Section 4(d) provides that if a taxpayer has elected the installment 
privilege provided by section 4(b) and thereafter it becomes necessary 
to redetermine the taxpayer’s tax for any year covered by the election 

rovided by section 4(a), the net increase in tax shall be redetermined. 
The net increase in tax is the amount computed under section 4(b) (2) 
based on the effect on the taxpayer’s tax of changes in the treatment 
of his dealer reserve income. ‘Thus, except in the case of net oper- 
ating loss carrybacks which have an effect on the amount of dealer 
reserve income which made up the original net increase in tax, the 
determination of deficiencies or overassessments after the net increase 
in tax has once been determined generally will not cause a change in 
such net increases unless the dealer reserve income is itself directly 
affected. If an increase in the net increase in tax results from the 
redetermination, such increase shall be prorated over all the install- 
ments. The part of the increase prorated to installments which are 
not yet due shall be collected at the same time as, and as a part of, 
such installments. The part of the increase prorated to installments 
the time for payment of which has arrived shall be paid upon notice 
and demand from the Secretary of the Treasury or his delegate. 
Except for the interest which was computed to the date of election 
under section 4(b) as part of the redetermination of the net increase, 
no further interest will be imposed on the amount prorated to past 
installments unless payment is not made within 10 days after the date 
of the notice and demand. Unless an extension of time for payment 
has been granted, failure to make payment within 10 days after the 
date of notice and demand of the part of the increase prorated to 
installments the date for payment of which has arrived will (under 
sec. 4(g)) cause all of the unpaid installments to become due upon 
notice and demand. If a decrease in the net increase in tax results 
from the redetermination, such decrease shall, in accordance with the 
provisions of section 6403 of the Internal Revenue Code of 1954 
(relating to overpayment of installment) be credited against the in- 
stallments which are not yet due, resulting in a pro rata decrease in 
each of such installments. 

Under paragraph (1) of subsection (e) of section 4 of the bill, if the 
taxpayer exercises the election under subsection (a) not to have 
section 481 of the 1954 Code apply, the imposition of interest on any 
underpayment of tax, and the payment of interest on any overpay- 
ment, attributable to the election are suspended for a specified period 
of time. The period of suspension begins on the date of the election 
and ends on the date prescribed for filing the return (determined with- 
out regard to extensions of time) for the taxable year in which the 
election is made. This rule is applicable irrespective of whether the 
election under subsection (b) of section 4 is made. 

If the taxpayer exercises the election under subsection (b) of section 
4, then, under paragraph (2) of section 4(e), no interest will be imposed 
for the period on or after the date fixed under section 4(c) for payment 
of the first installment unless payment of the unpaid installments is 
accelerated under subsection (f) or (g) of section 4. 

Paragraph (3) of section 4(e) provides that if payment of unpaid 
installments is accelerated under subsection (f) of section 4, interest 
provided for under section 6601 of the 1954 Code shall be payable (if 
the unpaid installments are not paid within 10 days from the date of 
the notice and demand) from the date of the notice and demand 
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provided for in subsection (f) of section 4 of the bill to the date of 
payment. If payment is accelerated under subsection (g) of section 4, 
interest determined in accordance with section 6601 of the 1954 Code 
shall be payable from the date fixed under subsection (c) of section 4 
for paying the unpaid installment to the date of payment. 

Subsection (f) of section 4 provides for the acceleration of the 
payment of installments described in section 4(b) under certain condi- 
tions. The installment privilege shall be terminated and any unpaid 
portion of the installments shall be paid upon notice and demand from 
the Secretary of the Treasury or his delegate if (1) in the case of an 
individual, he dies or ceases to engage in the trade or business in 
respect of which the election under section 4(b) applies, (2) in the case 
of a partner, if his entire interest in the partnership is transferred or 
liquidated or the partnership terminates or ceases to engage in the 
trade or business in respect of which the election under section 4(b) 
applies, or (3) in the case of a corporation, it ceases to engage in the 
trade or business in respect of which the election under section 4(b) 
applies, unless the unpaid portion of the tax payable in installments is 
required to be taken into account by an acquiring corporation under 
section 5(d). 

Subsection (g) of section 4 of the bill provides, in accordance with 
the normal rule in the case of taxes permitted to be paid in install- 
ments, that if any installment is not paid when due (taking into ac- 
count any extension of time for payment) the whole of the unpaid 
portion of the installments under the provisions of section 4(b) becomes 
due and shall be payable upon notice and demand from the Secretary 
of the Treasury or his delegate. 

Subsection (h) of section 4 of the bill provides that the running of 
the periods of limitation provided by section 6502 of the Internal 
Revenue Code of 1954 (or corresponding provision of prior law) for 
the collection of any amount of tax payable in installments under 
section 4(b) shall be suspended for the period of any extension of time 
for payment permitted under section 4 of the bill. 


Section 5. Definitions; special rules 


Under subsection (a) dealer reserve income is defined to mean that 
part of the consideration derived by a person to whom the bill applies 
from the sale or other disposition of customers’ sales contracts, notes, 
and other evidences of indebtedness (or derived from customers’ 
finance charges connected with such sale or other disposition). The 
term includes only that part of the consideration which is attributable 
to sales of real property or tangible personal property to customers 
by such person in the ordinary course of his trade or business and 
which is held in a reserve account by the financial institution to 
which such person disposed of such evidences of indebtedness, for the 
purpose of securing obligations of such person, obligations under 
such evidences of indebtedness, or both. 

Thus, the bill does not apply to the accounting for income derived 
from the sale or other disposition of evidences of indebtedness or 
other obligations described in section 5(a) relating to the sale of 
intangible property such as stocks, bonds, copyrights, patents, ete. 
In addition, the bill has no application to the income derived from 
the sale or other disposition of customers’ evidences of indebtedness 
or other obligations by a person not the vendor of the property to 
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which the obligation relates, nor to the income from dealings in 
obligations attributable to casual sales of property not in the tax- 
payer’s ordinary course of trade or business. Further, it is immaterial 
whether or not the person to whom the bill applies guarantees the 
customer’s obligation in excess of the reserve retained by the financial 
institution. 

Under subsection (b) of section 5, the term “financial institution’’ 
is defined to mean any person regularly engaged in the business of 
acquiring evidences of indebtedness of the kind described in section 
5(a). It thus includes banking corporations, finance companies, build- 
ing and loan associations, and other similar type organizations, as 
well as an individual or partnership regularly engaged in the prescribed 
business. 

Under subsection (c) of section 5, unless inconsistent with the }ur- 
pose and intent of this bill, the terms used in this bill shall be inter- 

reted as having the same meaning as when used in the Internal 
Smee Code of 1954, and all provisions of law shall apply with 
respect to this bill as if the bill were a part of such code. 

Subsection (d) of section 5 provides an exception to the require- 
ment in section 4(f) that the installment privilege terminates if the 
taxpayer is a corporation which ceases to engage in the trade or 
business in respect of which the election under section 4(b) applies. 
In the case of the acquisition of assets of a corporation by another 
corporation in a distribution or transfer described in section 381 (a) 
of the Internal Revenue Code of 1954, the acquiring corporation shall, 
for purposes of this bill, be treated as if it were the distributor or 
transferor corporation. 

Subsection (e) of section 5 of the bill provides that the Secretary of 
the Treasury or his delegate shall prescribe such regulations as may be 
necessary to carry out the purposes of this bill. It is contemplated 
that such regulations will include the manner in which the elections 
provided by this bill are to be made and the application of the provi- 
sions of this bill in the case of partnerships. Such regulations may pre- 
scribe, for example, that if the person exercising the election under 
section 4(a) is a partnership the election under section 4(b) to pay 
the net increase in tax in installments may be made by each partner 
individually. 

IV. CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


INTERNAL REVENUE CODE OF 1954 
Subpart B—Taxable Year for Which Items of Gross Income Included 


Sec. 451. General rule for taxable year of inclusion. 
[Sec. 452. Prepaid income—Repealed by P.L. 74, 84th Cong., Sec. 1(a).J 
Sec. 453. Installment method. 
Sec. 454. Obligations issued at discount. 
Sec. 455. Prepaid subscription income. 
Sec. 456. Amounts credited to dealers. 
* * * - * * ® 
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SEC. 456. AMOUNTS CREDITED TO DEALER’S RESERVES. 

(a) EXCLUSION OF AMOUNTS CREDITED TO DEALER’S RESERVES.—A 
taxpayer engaged wn the trade or business of holding tangible personal 
property for sale to customers who— 

(1) computes taxable income on the accrual method of accounting; 
(2) in the ordinary course of his trade or business, sells articles 
on credit and receives as the whole or part payment of the purchase 
price, the customer’s conditional sales contract, note, or other evidence 
of indebtedness; and 
(3) then in the ordinary course of his trade or business sells or 
otherwise disposes of such conditional sales contracts, notes, or other 
evidences of indebtedness to a bank or a finance company, may 
elect, under regulations prescribed by the Secretary or his delegate, to 
exclude from gross income that part of the consideration derived from the 
sale or other disposition of customer’s conditional sales contracts, notes, 
or other evidences of indebtedness which is credited to the taxpayer's ac- 
count by the bank or finance company, during the taxable year, and which 
is held by the bank or finance company to secure any obligation of the 
taxpayer to the bank or finance company. 

(6) Limirarion.—The amount excluded by reason of subsection (a) 
shall not exceed, in the aggregate, in any taxable year, the lower of $30,000 
or & percent of the total value 4 the customer’s conditional sales contracts, 
notes, or other evidences of indebtedness with respect to which the bank or 
finance company has a right to withhold an amount to secure the obliga- 
tions of the taxpayer to the bank or finance company. 

(c) DEFERRED AMOUNTS TO BE TAKEN INTO INCOME.—Amounts 
excluded from gross income by reason of subsection (a) shall be included 
an gross income in the taxable year in which such amounts are paid to, 
or otherwise made available for withdrawal by the bank or finance com- 
pany to the taxpayer. O 


